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Before the
FEDERAL COMMUNICATIONS COMMIS SION

Washington, D.C. 20554

In the Matter of

rowA NETWORI( SERVICES, INC.
D/B/A AUREON NETWORK SERVICES
Tariff F.C.C. No. L, Transmittal No.36

Transmittal No.36
February 2212018 Access Charge
Tariff Filings

PETITION OF AT&T SERVICES,INC. TO REJECT, OR TO SUSPEND AND

INVESTIGATE, IOWA NETWORK SERVICES, INC. TARIFF FILING

pursuant to Section 20a(a)(1) of the Communications Act ("Act"), 47 U.S'C. $ 20a(a)(l),

and Section 1.773 of theCommission's rules,47 C.F.R. g 1,.773,AT&T Services, Inc', on behalf

of its affiliates ("AT&T") petitions the Commission to reject, or to suspend and investigate, the

above-captioned revised tariff filed by Iowa Network Services, lnc. dlblaAureon Network

Services ("Aureon") on February 22,2}l8,under Transmittal No. 36 ("Proposed Tariff')'l

INTRODUCTION

In its Order yAT&T Corp. v. Iowa Network Servs., Inc. d/b/a/ Aureon Network Servs.,

2Ol7 WL 5Z372lO (F.C.C. rel. Nov. 8,2017) ("Liability Order-),the Commission declared

Aureon's tariffvoid ab initiodue to Aureon's failure to comply with the rate cap and rate parity

rules established under the Commission's USF/ICC Transformation Order,2 and directed Aureon

1 A tariffis subject to rejection when it is primafacia unlawful, in that it demonstrably conflicts

with the Communications Act or a Commission rule, regulation or order. See, e.g., Am. Broad.

Cos. v. AT&7, 663 F.2d133, 138 (D.C. Cir. 1980); MCI Telecomms Corp. v. AT&7, 94 F.C.C.zd

332,340-41(1983). Suspension and investigation are appropriate where a tariff raises

substantial issues of lawfulness. See AT&T (Transmittal No. 148),101 F.C.C.2d 144 (1985); ITT
(Transmittal No. 2191), 73 F.C.C.zd709,71.6, n.5 (1979) (citing AT&T (Wide Area Telecomms.

Serv.),46F.C.C.2d 81, 86 (1974)).

2 Connect America Fund et a1.,26 FCC Rcd. 1.7663 (201 1) ("USF/ICC Transformation Ordef'),

pets. for review denied,In re FCC 1t-161,753 E.3d 1015 (10th ctr.2014).



to file a new tariff to comply with those rules. The Commission further noted that "AT&T has

raised a number of significant questions about Aureon's [centralized equal access ("CEA")

ratemaking] practices and rates that deserve fuither exploration," including its "treatment of

network investment, its cost allocations, and the role of lease costs involving the regulated entity

and a competitive services affiliate." Liability Orderl30.

Aureon's Proposed Tariff and its new rate for CEA service of $0.00576per minute

("Proposed Rate") raise the same fundamental issues that the Commission has already

determined "deserve further exploration." Id. Ia, its tariff filing, Aureon does not even

acknowledge the Commission's conclusions regarding Aureon's ratemaking practices and rates,

and there is no meaningful discussion of Aureon's "treatment of network investment, its cost

allocations, and the role of lease costs involving the regulated entity and a competitive services

affiliate." Id.3 The Commission therefore should, at a minimum, suspend Aureon's Proposed

Tariff and investigate the "significant questions" that the Commission has found "deserve further

exploration." 1d.

Further, in the Liability Order, the Commission found that Aureon was a Competitive

Local Exchange Carrier ("CLEC") for purposes of its transitional access rules, see id. n25; 47

C.F.R. $ 51.903(a), and, as such, Aureon was obligated "begiruring on July 1,2013 ... to reduce

3 As explained below and in the accompanying declaration of Daniel P. Rhinehart ("Rhinehart
Rate Decl,"), Aureon still appears to be allocating excessive amounts of its Cable and Wire
Facility ("CWF") costs to its Access Division (which account for approximately 85% of the
Access Division's revenue requirement), thereby greatly inflating its CEA rate. Aureon also

does not provide any documentation or other cost support for the lease amounts charged to its
Access Division, nor does it offer any explanation as to how those amounts compare to the costs
allocated to the transport services of its other non-regulated affiliates. In addition, Aureon does

not provide adequate support for a number of the other cost calculations set forth in its February
22TariffFiling, and it continues to ignore the issue of bypass traffic, thereby significantly
understating the minutes of use used that should have been used in calculating its Proposed Rate.



its...interstateratestothoseofthecompetingILEC '..." Seeid'1fl9,23;47 C'F'R' $ 51'911(c)'

However, Aureon's February Z}Taiff Flling barely addresses the CLEC benchmark

requirement. Aureon' s counsel asserts in his transmittal leffer (at 2) that Aureon's Proposed Rate

.,is below both the CLEC transitional default rate of $0.00819 and the CLEC rate benchmark set

at the rates for the competing ILECs in NECA's TariffF.c.c. No. 5."4 But nowhere in its Tariff

Filing does Aureon justiff the use of either of those rates as the applicable CLEC benchmark

rate,s or provide a calculation of the CLEC benchmark rate using the NECA tariffrates'

As explained below, under the Commission's rules, as of July l, 2013, the applicable

CLEC benchmark rate for Aureon's CEA service was a rate based on the rates for comparable

service of Qwest corporation, dlblacenturyLink ("centurylink") (which is the successor to

Northwestern Bell Telephone Company ('Northwestern Bell"))' 47 C'F'R' $ 51'911(c); 47

C.F.R. $ 61.26. The comparable service is either a tandem service or a direct connection service'

In either event, the CenturyLink benchmark rate for Aureon's CEA service is well-below

Aureon,s proposed Rate of $0. O}576per minute. Because Aureon's Proposed Rate does not

comply with the commission's rate cap regulations, it is unlawful. Accordingly, Aureon',s

Proposed Tariff should either be rejected outright, or suspended and investigated.

a,See Aureon Tariff Filing Transmittal No. 36, "lntroduction, Overview and Rate Development"

(filed Feb. 22,2018) ("2018 Tariff Filing").

s The fact that Aureon,s proposed Rate is below the so-called "CLEC transitional default rate of

$0.00819" is no longer relevant, and it ceased to be so on July 1,2013' See 47 C'F'R'

i Sf .qf 1(c) (requiriig CLECs, beginning July 1, 2013, to reduce their interstate rates to those of

the competing ILEC); Liability Orderflflg,z3'



BACKGROUND

On June B, ZO1T,pursuant to an order of referral issued by the United States District

Court for the District of New Jersey, AT&T filed a Formal Complaint against Aureon, captioned

AT&TCorp.v.IowaNetworkservices, Inc.,ProceedingNo. 17-56,FileNo.EB-l7-MD-001' In

its Complaint, AT&T alleged that Aureon had violated Sections 201(b) and203 of the Act in

multiple ways. Among other things, AT&T asserted that Aureon's invoices to AT&T were

improper because (i) Aureon's tariffed rates exceeded the Commission's prescribed rate caps

(and were thus void) and (ii) various of Aureon's rate-making practices appeared to be improper,

including its unlawful inclusion of allegedly "Uncollectible Revenues" in the revenue

requirement of its Access Division, its failure to adequately document the basis for its allocation

of network costs to its Access Division, and its inaccurate and umeliable traffic forecasting. See,

e.g., Nl&T ComPlaint fll] 118-33.

The basis for AT&T,s claim that Aureon had violated the Commission's rate cap and rate

parity regulations was fully set forth in AT&T's complaint and accompanying Legal Analysis'

See id.flfl g6-l0l; AT&T LegalAnalysis at 28-38. In addition, AT&T presented extensive

evidence demonstrating that Aureon had engaged in unlawful rate manipulation in setting its

CEA rate. See AT&T Complaint lT,u l 18-133; AT&T Legal Analysis at 48-6,3. Further, based on

discovery produced by Aureon after the initial pleadings, AT&T further refined this showing in

its Final Brief (submitted on August 2l,z}l7),where it documented the nature and extent of

Aureon,s rate manipulation practices and estimated (based on the available information) the

impact of those practices on Aureon's past CEA rates. See AT&T Final Reply Brief at 3-9;

Supplemental Declaration of Daniel P. Rhi:rehart ("Rhinehart Supp' Decl'") flfl 3-a ' As

discussed in greater detail below and in the Rate Declaration by Mr. Rhinehart attached to this

Petition, that evidence showed that, if properly calculated, Aureon's previous cEA rates would



have been signifrcantly lower. That same evidence also demonstrates that Aureon's Proposed

Rate is excessive.

ln the Liability Order,the Commission agreed with AT&T's position that Aureon had

failed to comply with the Commission's rate cap and rate parity regulations, concluding that

"Aureon [had] violated Sections 201(b) and 203 of the Act by raising its interstate access rates

and by not reducing its intrastate access rates in contravention of the Commission's rate cap and

rate parity rules, respectively." Liability Ordernz3.u The Commission further found that as a

result of those rate violations, Aureon's tariffwas "unlawful when frled and void ab initio" as of

July 1, 2Ol3 (id. !f 29) and indicated that it would "determine in the damages phase of th[e]

proceeding what Aureon's rates should have been and whether refunds to AT&T are wa:ranted."

rd.nr.

The Commission further found that "Aureon is subject to Section 61.38 of the

Commission's ru|es," and noted that "AT&T ha[d] raised a number of significant questions

about Aureon's CEA practices and rates that deserve fuither exploration ." See id. ![ 30. The '

Commission further observed that these practices "include Aureon's treatment of network

investment, its cost allocations, and the role of lease costs involving the regulated entity and a

competitive services affiliate." Id. lnreaching that conclusion, the Commission necessarily

relied on the extensive documentation presented in AT&T's pleadings and in the declarations

presented by Mr. Rhinehart (the public versions of which are affached as Exhibits B, C, and D to

Mr. Rhinehart's Rate Declaration). That documentation, including the cost support material

produced by Aureon in discovery (much of which was marked by Aureon as either

6 In so ruling, the Commission rejected all of Aureon's arguments that it was not subject to the

Commission's rate cap and rate parity rules. See Liability Ordernn25-29.



,.Confidential,, or,.Highly Confidential") is of obvious relevance to the maffers at issue in this

proceeding.T

The Liability Orderthus strongly supports AT&T's Petition to either reject, or suspend

and investigate, Aureon's Proposed Tariff' Having again failed to comply with the

Commission's rate cap regulations and having continued to employ, without further explanation,

the same rate practices that the Commission acknowledged "raised a number of significant

questions ... that deserve further exploration," id.n 30, Aureon's Revised Tariff must' at a

minimum, be suspended and investigated.

ARGUMENT

I. AUREON'S PROPOSED RATE DOES NOT COMPLY WITII THE

COMMISSION'S RATE CAP REGULATIONS, INCLUDING SECTION

51.911(c).

In the Liabitity Order,the Commission found that Aureon was a local exchange carrier

providing aocess services-in fact, "Aureon ... conceded as much." Liability Orderl25'

Consequently, Aureon's switched access services were subject to the Commission's transitional

access rules, including its rate cap and rate pality regulations. See id-; USF/ICC Transformation

orderflfl 800-01; 47 C.F.R. $ 51.901 et seq. Further, because Aureon denied that it was an

incumbent LEC, the Commission concluded that Aureon was a CLEC for purposes of those

rules. ^see 
Liabitity order \25; 47 C.F.R. $ 51.903(a) (defining CLEC under the transition rules

7 Because this rate proceeding is directly related to AT&T's Complaint case, the material

marked as ,,Confidential" and "Highly Confidential" in the Complaint case should also be

available for use in this proceeding. Ho*"r"r, out of an abundance of caution, the specific

contents of the material marked as either "Confidential" or Highly Confidential" has not been

discussed or disclosed in AT&T's petition or in Mr. Rhinehart's Rate Declaration. For this same

reason, the public version of Mr. Rhinehart's prior declarations are attached as exhibits to Mr'

Rhinehart's Rate Declaration.

6



as 
,,any', LEC that is not an incumbent LEC). Aureon is thus bound by section 51'911 of the

Commission's rules, which applies to CLECs' 47 C'F'R' $ 51'911'

Aureon,s Tariff Filing does not comply with that Commission regulation. Aureon's

proposed cEA rate of $0.00576 per minute is well in excess of the applicable CLEC benchmark

rate. Section 51.911(c) of the Commission's transitional access pricing rules expressly requires

that, ..[b]eginning July 1, 2013,- the interstate and intrastate rates of any CLEC "shall be no

higher than the ... rates charged by the competing incumbent local exchange carrier in

accordance with the same procedures specified in Section 61 .26 . . . ." 47 C.F'R' $ 5 1 '91 1(c)'

section 51.911(c) fuittrer makes clear that the "competing ILEC" is defined using the "same

procedures specified in Section 6L.26," which in tum provides that the "competing ILEC" is the

incumbent LEC .'that would provide interstate exchange access services, in whole or in part, to

the extent those services are not provided by the CLEC." 47 C'F'R' $ 61'26(a)(2)'

The ILEC in Iowa that has the network capability to compete with Aureon's CEA service

is centuryLink. see Rhinehart Rate Decl. flfl 12-13. ln fact, centurylink is the only carrier in

Iowa that has a network that is comparable to Aureon's network in terms of size, complexity' and

the volumes of traffic transported . Id,.n 13. That centuryLink is the competing ILEC against

which Aureon's rates must be benchmarked also draws support from the fact that construction of

Aureon,s network was initially authorized by the Commission for the express purpose of

providing an alternative to the network of CenturyLink's predecessor, Northwestern Bell' See In

re tlte Application of Iowa Network Access Div.,3 FCC Rcd. 1468, flfl 12, 16 (1988) (noting

Northwestern Bell's offer to "install new equal access adjunct devices at its access tandem



switches,, and serve as an "adjunct arrangement" for the cEA network)'8 use of centuryLink's

rates as the benchmark for Aureon's rates is also consistent with and supported by the fact that

the vast majority of the traffic transported on Aureon's CEA network is access stimulation

traffic, which is arso benchmarked to centuryLink's rates. see Rhinehart Rate Decl. !f 12; see

also AT&TComplaint !l'r[I 39-a0; Declaration of Jack Habiak ("Habiak Decl'") fl l6'

AsexplainedbyMr.RhinehartinhisRateDeclaration,theCenturyLinkrateforservice

comparable to the cEA service provided by Aureon is no greater than about $0.003l2per minute

(assuming that the comparable service is provided on a tandem switching and transport basis)'

see Rhinehart Rate Decl. !f 14. This rate was calculated based on centurylink's tandem

switching and transport rates and the average transport mileage associated with delivering

Aureon,s cEA traffic over centurylink's netwo rk. Id. If, on the other hand, the comparable

centuryLink service is determined to be a direct connection serv.ice (which would be justified

given the massive volumes at issue), the rate would be even lower' see id' I 12 rI'4; see also

Habiak Decl. 'lfJ[ 23-28.

In its Tariff Filing, Aureon does not discuss the basis for its claim that the CLEC

benchmark rate should be calculated using NECA',s tariff rates, nor does it identify a specific

benchmark rate based on the NECA rates. However, in its Petition for Reconsideration of the

Liability Order,Aureon argued that the applicable CLEC benchmark should be based on the

tandem switching and transport rates that the subtending LECs on its CEA network would charge

(which Aureon asserted are the tandem switching and transport rates found in the NECA tariff)

and claimed-without presenting an actual rate calculation-that that rate would have been

8 See also AT&T Corp. v. Great Lakes Comnet, Inc.,3O FCC Rcd. 2586, fl 25 (2015) (for an

intermediate carrier Jperating in Michigan, the competingllEC was Ameritech Michigan)' aff'd

in relevant part, Greit Lakei Comnet, Inc. v. FCC,-SZf f-':a 998, 1004-05 (D'C' Cir' 2016)'



higher than the rate set forth in its now voided tariff(i.e., $0.00896 per minute)' 'lee Aureon Pet'

for Reconsideration at 22-25 (filed Dec' 8, 2}l7)'e

As explained by Mr. Rhinehart, Aureon',s NECA-based rate is not an appropriate or

lawful CLEC benchmark rate. SeeRhinehart Rate Decl.1T118, 12' The Commission's rules

require that Aureon's rates be benchmarked to the rates of the ILEC that has the capability and in

fact competes with Aureon in the provision of that service. See 47 C.F.R. $ 51.911(c)' But

Aureon,s CEA network bears no resemblance to the networks of the LECs to which Aureon

delivers cEA traffic in terms of size, complexity, or the volumes of traffic transported' see

Rhinehart Rate Decl.lIfl 8, 12. In fact, few if any of Aureon's subtending LECs have tandem

switches, and none have extensive transport networks. Id. As such, these LECs are not capable

of providing services that are competitive alternatives to Aureon's CEA service' Id' By contrast,

CenturyLink's network is comparable to Aureon's CEA network and the transport serylces

centuryLink offers compete with the services offered by Aureon' 'Id' consequently, the

CenturyLink rate, not a rate purportedly derived from the NECA tariff, must be used as the

benchmark rate for Aureon',s cEA service under the commission's rules' 1d'

As demonstrated by Mr. Rhinehart, substantial evidence exists showing that the

applicable Centurylink rate is significantly below Aureon's Proposed Rate of $0'00576 per

minute. ld..Ifr 14-15. Accordingly, Aureon's Proposed Rate does not comply with the

commission,s rate cap regulations and the commission therefore should either reject outright

Aureon,s Proposed Tariff, or, at a minimum, suspend it and investigate whether Aureon's

e In its opposition to Aureon's petition for Reconsideration, AT&T specifically responded to and

rebutted Aureon's claims that the CLEC benchmark rate should be based on the NECA tariff

rates. Seeopposition of AT&T Corp. to Aureon Petition for Reconsideration at20-23 (filed

Dec. 18, 2017).



Proposed Rate complies with the commission's rate cap regulations . see Am' Broad' cos',663

F.2d at138; MCI Telecomms. corp. v. AT&7,94F.C.C.2d at34O-41' In no event, given the

substantial evidence presented by AT&T, should the Commission permit Aureon's Proposed

Rate to go into effect unchallenged.

II. AUREON'S PROPOSED RATE DOES NOT COMPLY WITII SECTION 61'38

oF THE COMMISSION,S RULES,Is THE PRoDUCT oF UNLAWF.UL RATE

MANIPULATIONS, AND IS EXCESSIVE.

As previously noted, the Commission in its Lrability Order not only found that Aureon

had violated the Commission's rate cap and rate parity regulations, but also concluded that

.,AT&T ha[d] raised a number of significant questions about Aureon',s cEA practices and rates

that deserve further exploration ." See Liability Orderfl 30. The Commission further observed

that these practices "include Aureon's treatment of network investrnent, its cost allocations, and

the role of lease costs involving the regulated entity and a competitive services affiiate." Id.

In its Complaint case, AT&T presented extensive evidence showing that Aureon's CEA

rates were the product of unlawful and manipulative practices that had significantly inflated

Aureon,s past cEA rates dating as far as 2006. seeAT&T Complaint lTfl 118-133; AT&T Legal

Analysis at4g-63;4T&T ReplyBrief at 38-58; AT&T Final Brief at3-9. As summarized inMr'

Rhinehart,s Rate Declaration (Rhinehart Rate Decl. flfl 3-5,16-22) and described in greater detail

in the three Rhinehart Declarations that AT&T filed in support of its Complaint (public versions

of which are attached to Mr. Rhinehart's Rate Declaration as Exhibits B, C' and D), those

practices included:

(a) Aureon,s unlawful inclusion of allegedly "Uncollectible Revenues" in its revenue

requirement, notwithstanding the fact that those amounts had not been properly

billed and Aureon was still actively seeking to collect them (see Rhinehart Rate

Decl. flfl 3-4,16);

10
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(b) its utter failure to disclose the basis by which the network costs allocated to its

Access Division were computed(seeid' flfl 3-5' 16);

(c) its inability to explain the basis for, and derivation of, the lease rates charged to

the Access Division (see id' !ft[4-5, 16);

(d) its use of an inappropriate methodology in allocating cwF fiber costs to its cEA

service, thereby gteatly inflating the Access Division's revenue requirement (see

id.Ifl5,16); and

(e) its inaccurate and unreliable traffic forecasts (see id. tl 16).

The evidence further showed that in calculating its rates, Aureon had ignored the fact that a

number of cariers were bypassing its cEA network, thereby further inflating its tariff rates' see

AT&T Final Brief at9-15. 
:

AT&T also presented evidence documenting the impact of certain of Aureon's unlawful

rate practices on the level of Aureon's CEA rates. [n his Supplementa] Declaration, for example'

Mr. Rhinehart demonstrated that Aureon's rate manipulations had grossly inflated Aureon's

cEA rates for every year since at least 2006. seeRhinehart Rate Decl. l17; see a/so Rhinehart

supp. Decl. flfl 16-32. Additionally, based on the evidence regarding blpass set forth in AT&T',s

Final Brief, Mr. Rhinehart concluded that if Aureon had properly accounted for bypass traffic in

its past rate calculations, the levels of its cEA rates during the period 2010 to 2017 would have

been even lower. ,See Rhinehart Rate Decl' !f 17'

As funher explained in Mr. Rhinehart's Rate Declaration, Aureon's Proposed Rate

appears to be the product of many of the same manipulative rate practices that he identified in his

prior declarations. .Id. flng,18-22. To start, Aureon's claim in its Tariff Filing that it has

lowered its cEA rateby 36% (2018 Tariff Filing at 1) is highly misleading' That decline is



t2

almost entirely the result of Aureon's decision not to include any so-called "Uncollectible

Revenues,, in the Access Division's 2018 revenue requirement (on the pretext that Aureon "does

not anticipate material uncollectable access revenues in the projected test period" (see 2018

Tariff Filin g atZ))and certain changes likely mandated by the new tax laws' see Rhinehart Rate

Decl. !l 18. Indeed, if those same changes were to be made to its prior year revenue requirement

for 2017 (see Schedules 6-8 of its 2018 TariffFiling), there would be very little difference

between the Proposed Rate and the restated rate for 2017. SeeRhinehart Rate Decl' fl 18'

Butevenmoresignificantly,theratecalculationsunderlyingitsProposedRatearestill

very much of a "Black Box." see id.lJ 19. As Mr. Rhinehart explains in his Rate Declaration'

no documentation or other cost support material is provided in Aureon's TariffFiling for the

$13.4 million,.cwF Facility Lease" cost amount set forth on schedule 5, page 3, line 68a of

Aureon,s 2018 Tariff Filing, nor has any explanation been provided as to why that lease cost

amount declined by about $5 million between 2017 andAureon's 2018 test period' see id'

(comparing schedule 5, page 3, line 68a ($13,43 0,525) of Aureon's 2018 Tariff Filing to

Schedule 8, page 3, line 68a ($18, 452,058)). tn addition, the cwF expense line items on

Schedule 5 of Aureon,s 201g Tariff Filing (lines 68, 68a, and 68b) do not add up: the amounts

allocated to the Access Division and other do not equal the Total Company amount, and the

cwF Facility Lease amount and the cwF other Expenses amount likewise do not equal the

Total company amount . Id. By contrast, those line items add up on Schedule 8 relating to 2017 '

Id.;seealso2}lSTariffFiling,Schedule8,lines68'68a'and68b'

Further, the level of the network costs allocated to the Access Division (about $13'4

million), see 2llSTariff Filing, schedule 5, page 3, line 68, is excessive' ^see 
Rhinehart Rate

Decl. fl 20. This cost item accounts for approxim ate\y 85o/o of the Access Division's total



revenue requfuement and is about three times greater than the network costs allocated to

Aureon's other divisions ($4.9 million). See id. Further, the fact that the total amount and

percentage of network costs allocated to the Access Division in Aureon's 2018 TariffFiling is

similar to the amounts and percentages allocated to the Access Division in Aureon's past Tariff

Filings (seeTableC to Rhinehart's Initial Declaration) strongly supports the conclusion that

Aureon is still not properly allocating its network costs (1.e., its CWF facility costs) between its

CEA service and the services of Aureon's other non-regulated affrliates. See Rhinehart Rate

Decl. !J20.

Aureon,s cost support materials also raise a number of other issues. For example, there is

a significant difference between Aureon's estimated Net Telephone Plant Investment for its 2018

test period (a negative investnent of $954,705) as compared to the Net Telephone Plant

Investment reported for 2016 (a positive investment of $3,864,827) and20l7 (apositive

investment of $4,3 50,207), which is largely unexplaine d. See id. n T (comparing 201 8 Tariff

Filing at 4, Schedule 5, page 2,line56 to 2018 Tariff Filingat4, schedule 8, page 2,line 56)'

Likewise, there is a significant difference between Aureon's traffic projection for its 2018 test

period (about 2.6 billion minutes) as comp.red to its actual traffrc volumes in 2016 (about 2'8

billion minutes) and in 2017 (about 3 billion minutes). see id.; see also 2018 Tariff Filing at 2'

Aureon attempts to justify this significant difference based on an alleged drop in CEA traffic in

the fourth quarter of 2Ol7 . ,See Rhinehart Rate Decl' fl 21' However, Aureon does not provide

any explanation as to causes of that decline in traffic; nor does it explain why that decline is

expected to continue in 2018, or present any documentation supporting that assumption' Given

those deficiencies, the inaccuracy and unreliability of Aureon's past traffic projections (see

Rhinehart Reply Decl. flfl 44-50),and the fact that Aureon does not appear to have made any

13



adjustment in its rate calculations to take into account bypass traffic (or the fact that its own

unregulated services may be being used to facilitate that practice), Aureon's traffic projections

require further investigatiot. See Rhinehart Rate Decl''1J21'

ln sum, Aureon's Proposed Rate appears to be the product of most of the same

manipulative rate practices that the Commission found raise "significant questions" that "deserve

further exploration ." See Liability Orderfl 30. Accordingly, if the Commission does not reject

Aureon's Proposed Tariff outright as it should, it must, at a minimum, suspend Aureon's

Proposed Tariff and investigate whether its Proposed Rate is just and reasonable under Section

201(b). In no event, given the substantial evidence presented by AT&T both in its Petition and

during the Complaint case, should the Commission permit Aureon's Proposed Rate to go into

effect without further scrutinY.

l4



CONCLUSION

For the reasons stated above, the Commission should reject the Proposed Tariff or, in the

alternative, suspend the Proposed Tariff and investigate Aureon's Proposed Rate'
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Before the
F'EDERAL COMMI]NICATIONS COMMISSION

Washington, D.C. 20554

In the Matter of

IOWA NETWORT( SERVICES, INC.
D IB I A AUREON NETWORK SERVICES
Tariff F.C.C. No. L Transmittal No.36

Transmiffal No.36
February 22,2018 Access Charge
Tariff Filings

DECLARATION OF DANIEL P. RIIINEIIART IN SUPPORT OF PETITION OF AT&T
SERVICES,INC. TO REJECT, OR TO SUSPEND AND INVESTIGATE,IOWA

NETWORI( SERVICES, INC. TARIFF FILING

I, Daniel P. Rhinehart, of fullage, hereby declare and certify as follows:

1. I am employed by AT&T Services, Inc. ("AT&T"). My job title is Director -

Regulatory. My cturent responsibilities include participating in regulatory dockets and litigation

matters on behalf of various AT&T entities in the areas of cost analysis and universal services

matters. I also direct the development of AT&T's pole attachment and conduit occupancy rates

pursuant to standard FCC and state formulas, and I support the analysis of third-party pole

attachment rates. I have been employed by AT&T and its predecessors since 1979 arrd have held

a number of different jobs with increasing responsibilities in the finance and regulatory areas.

Over the years, I have testified in a number of different federal and state rate cases regarding the

reasonableness of rates filed by AT&T and by other carriers. My curriculum vitae is attached as

Exhibit A to this declaration.

Z. As a result of my experience, I am very familiar with the manner in which rates

are calculated by Local Exchange Carriers ("LECs") that are regulated on a rate of return basis.

am also very familiar with the tariff filings made by IowaNetwork Services, lnc. dlbla Aureon



Network Services ("Aureon"), having reviewed Aureon's blannual tariff frlings and supporting

documentation and submitted three separate declarations in support of the Complaint case

@T&rcorp.v.IowaNetworksertts.,Inc.d/b/aAureonNetworkserus',ProceedingNo' 
17-56'

File No. EB-17-MD-001) frled by AT&T in June 2017. Public versions of those declarations are

attached as Exhibits B ("tdtial Declaration"), C ("Reply Declaration"), and D ("supplemental

Declaration') to this declaration. 1

3. In those declarations, I identified and discussed a number of serious questions

regarding the reasonableness of Aureon's rates for Centralized Equal Access ("CEA") service'

More specifically, in my Initial Declaration, I noted that the levels of network costs allocated to

Aureon,s CEA service appeared to be excessive; that an increasing percentage of the costs of

cable & wire Facilities ("cwF") were likely being improperly allocated to Aureon's cEA

service, raising concerns as to rate manipulation and the cross-subsidization of Aureon's other

service offerings; and that since 2010, Aureon had unlawfully inflated the Access Division's

revenue requirement by including large amounts of allegedly "uncollectible Revenues" -- even

though (i) those amounts remained the subject of ongoing litigation contesting whether those

revenues had been "properly billed" and (ii) Aureon was still actively seeking to collect them'

SeelnrtialDeclaration of Daniel P. Rhinehart ("Rhinehart Initial Decl.") flfl 4, 11, 38-43' As I

ordeclarationsaIeattachedasexhibitsbecauseagreatdealofthe

Aureon cost support materia^l on which I relied was designated by Aureon as either
..confidential" or "Highly confidential." As explained in AT&T',s Petition, the commission

undoubtedly relied on-this information in concluding that Aureon's rate practices "deserve

further exploration," and this information is clearly ielevant to q" matters-at issue in this

proceeding . see NT&T Petition at 5-6,n.4. Nevertheless, out of an abundance of caution, I have

not discussed or disclosed in my Rate Declaration the specific contents of material marked as

either "Confidential" or "Highly Confi dential'"



furttrer explained, the rate impact of this practice was between $0'00074 and $0.00659 per

minute. Id.fln4l-42, Table J.

4. In my Reply Declaration, I concluded-after reviewing Aureon's answering

submission, including the declaration provided by Aureon's Senior Vice President of Finance,

Jeff Schill-that Aureon had failed to respond adequately to the concerns raised in my Initial

Declaration, and that Aureon had still not produced sufficient documentation supporting the

reasonableness of its CEA rates. ,See Reply Declaration of Daniel P. Rhinehart flfl 4, 6-58

(,.Rhinehart Reply Dec."). For exaniple, Aureon had not provided any credible information

demonstrating the basis or reasonableness of the lease costs charged to the Access Division for

using Aureon's network(id.nn 4,24-25,35-39);had not explained the method used to allocate

network costs to the Access Division (rd. fltl 4,21-30);and had not justified its inclusion of

,.Uncollectible Revenues" in the Access Division's revenue requirement. /d. flfl 4,52-57.

5. In my Supplemental Declaration, I opined-after observing the deposition of Mr.

Schill, and after reviewing the additional cost support material that Commission Staff had

ordered Aureon to produce-that serious questions still remained regarding the derivation and

reasonableness of both the lease rates purportedly charged to the Access Division and the

network costs allocated to the Access Division. See Supplemental Declaration of Daniel P.

Rhinehart flfl 4-38 ("Rhinehart Supp. Decl."). Notwithstanding Aureon's production of

additional cost support material, Aureon's calculations remained a proverbial "Black Box'" ,See

AT&T Final Br. at 3. Aureon not only had failed to provide support for the derivation of its

lease costs (see id. at 4) but the new evidence produced in discovery raised serious questions

regarding Aureon's method of allocating CWF fiber costs. Id. at 5. Further, as documented in



AT&T,s Final Brief, Aureon had failed to account for the massive volumes of traffic ttrat were

bypassing its CEA network, thereby further inflating its CEA rates' See id. at9-15'

In its Order resolving the liability phase of AT&T's Complaint case, AT&T Corp'

v. Iowa Nenuork Services, Inc. d/b/a/ Aureon Network Services,2}l7 WL 5237210 (F.C.C. rel.

Nov. 8, ZOIT) ("Liability Order"),the Commission not'only declared Aureon's current tariff void

ab initio based on Aureon's failure to comply with the Commission's rate cap and rate parity

rules (Liability OrdernzD,it also noted that "AT&T ha[d] raised a number of significant

questions about Aureon's CEA practices and rates that deserve further exploration," including its

,,treatment of network investment, its cost allocations, and the role of lease costs involving the

regulated entity and a competitive services affiliate." Id.n30. The Commission further directed

Aureon to file a new tariff to comply with its rate cap and rate parity rules, and to address the

significant issues that I had identified in my previous declarations.

7 . On February 22,2018, Aureon filed a revised tariff with the Commission

proposing a new rate for CEA service of $0.00576 per minute ("Proposed Rate"). See Aureon

TariffFiling Transmittal No. 36, "Introduction, Overview and Rate Development" ("2018 Tariff

Filing,,), at 1 (frled Feb.22,2018). Although counsel for Aureon asserts in the Tariff Filing's

transmittal letter (at Z) thatAureon's Proposed Rate "is below both the CLEC transitional default

rate of $0.00819 and the CLEC rate benchmark set at the rates for the competing ILECs in

NECA,s Tariff F.C.C. No. 5," nowhere in the Tariff Filing does Aureon justify the use of either

of those rates as the applicable CLEC benchmark rate, nor does it set forth a calculation of the

CLEC benchmark rate using the.NECA tariff rates. Further, nowhere in the Tariff Filing does

Aureon either acknowledge or address the "significant questions" regarding Aureon's

ratemaking practices that the Commission expressly found "deserve fuither exploration ." See



Liability Orderfl 30. There is no meaningful discussion of Aureon's "treatment of network

investment, its cost allocations, and the role of lease costs involving the regulated entity and a

competitive services affliate'" Id'

8.Basedonthatreview,itismyopinionthatsubstantialissuesexistastowhether

Aureon has complied with the commission's rate cap regulations'2 As explained in greater

detail below, theNECA rates are not the appropriate rates to use in setting the CLEC benchmark

rate. Aureon's CEA network bears no resemblance to the networks of the LECs to which it

delivers cEA traffic in terms of size, complexity, or the volumes of traffic transported' By

contrast, centuryLink's network is much more comparable to Aureon's network' and as such'

CenturyLink'sratesaretheappropriateratesforuseinsettingtheCLECbenchmarkratefor

Aureon's cEA rate. Further, my calculations show that centuryLink rates are significantly

lower that Aureon's Proposed Rate. Consequently, Aureon's Proposed Rate does not comply

with the Commission's rate cap regUlations and its Proposed Tarifftherefore should be rejected

outright or, at aminimum, suspended and its Proposed Rate should be investigated'

g. Substantial questions also exist regarding Aureon's costs of service calculations

under Section 61.38. Based on my review of the cost support material provided in connection

with Aureon's Tariff Filing, it is clear that Aureon has used many of the same rate manipulation

practices that I identified in my prior declarations and that the commission found "significant

questions ... that deserve further exploration ." Liability ordert[ 30' For example' the level of

2 In preparing this additional declaration ('Rhinehart Rate Declaration"), I have reviewed both

the Commission's ioOiliA Order urrd Arrr"or's February 22,20L8 Tariff Filing as well as the

supporting materials provided in corrr""tion with that filing' I have also reviewed Aureon's

petition for Reconsideiation of the fiaUiiity Order (fi1e{ on December 8,2017) as well as the

Commission's prior decisions ,"g-dirg lilculation of the CLEC benchmark rate under Section

61.26.



Aureon's Proposed Rate ($0.00 576 per minute) strongly suggests that Aureon is still allocating

excessive amounts of CWF costs to its Access Division, thereby inflating its Proposed Rate'

Further, Aureon does not provide any documentation or other cost support for the lease amounts

charged to its Access Division, nor does it offer any explanation as to how those amounts were

calculated compared to the costs allocated to the transport services of its non-regulated affiliates'

In addition, Aureon does not provide adequate support for a number of the other cost calculations

set forth in its TariffFiling, and it continues to ignore the issue of bypass traffic, thereby grossly

understating the minutes of use that should have been used in calculating its Proposed Rate'3

Each of these points is discussed in greater detail below'

Aureonrs Proposed Rate Does Not Comply with The commission's Rate Cap Regulations

Including Section 51.91 1(c).

10. In the Liability Order,the Commission found that Aureon was a competitive

Local Exchange Carrier ("CLEC") subject to the Commission's rate cap and rate parity

regulations and that those rates applied to Aureon's CEA service. See Liability Order\Z9'

Those regulations expressly required that "beginning July l,2Ol3" Aureon's cEA rates (both

intrastate and interstate) be "no higher than the ... fates charged by the competing incumbent

local exchange carrier in accordance with the same procedures specified in [Section] 6l'26'" See

47 C.F.R. $ s1.911(c)'

1 l. In its petition for Reconsideration, Aureon took the position that the CLEC

benchmark rate should be based on the tandem switching and transport rates that the subtending

ffingwaSmadeonFebruary22,2o|8,andtheCommission,srules
require that petitions to reject or suspend and investigate be frled within three calendar days, I

therefore have only had a limited opportunity to review the underlying cost support material'

Nevertheless, it is apparent from thni material that there are significant problems with Aureon's

TariffFiling. It is aiso likely that with further discovery and analysis, additional issues will be

identified.



LECs on its CEA network charge, which Aureon asserts are based on the tandem switching and

transport rates set fonh in the National Exchange Carriers Association ("NECA") tatiff. See

Aureon Petition for Reconsideration at22-25. Aureon further claims that its Proposed Rate is

below "the CLEC rate benchmark set at the rates for the competing ILECs in NECA's Tariff

F.C.C. No. 5." ,See Aureon Tariff Transmittal Letter at 2 (dated Feb,22,2018).

12. Aureon's position is not soundly based. The NECA rates are not a good proxy for

the CLEC benchmark rate. As noted above, Aureon's CEA network bears no resemblance to the

networks of the LECs to which it delivers CEA traffic in terms of size, complexity, or the

volumes of traffic transported. hr fact, it is my understanding that few if any of Aureon's

subtending LECs have tandem switches, and none have extensive tandem networks. It is my

further understanding that the vast majority of the traffic transported on Aureon's network is

access stimulation traffic that is not benchmarked to NECA's rates, but to CenturyLink's rates'

Further, a NECA-based CLEC benchmark rate would be well above Aureon's Proposed Rate and

thus would not place any meaningful competitive constraint on Aureon's CEA rates.

13. By conhast, CenturyLink's rates are the appropriate rates for use in setting the

CLqcbenchmark rate. CenturyLink's network is the only network in Iowa that is comparable to

Aureon's network in terms of size, complexity and the volumes of traffic transported' In fact,

construction of Aureon's network was initially authorized by the Commission for the express

purpose of providing an altemative to the network of Centurylink's predecessor, Northwestem

Bell Telephone Company. As such, Centurylink's service is the service against which Aureon

would compete and is thus the best benchmark for Aureon's CEA rates.



14. Assuming that Centurylink's tandem switching and transport rates (and the

associated ffansport mileages on Centurylink's tandem network) are found to be the appropriate

rates for setting the GLEC benchmark rate, the resulting rate would be $0'00312 per minute'a

This rate was calculated using Century Link's tandem switching and transport rates and the

average transport mileage associated with delivering Aureon's CEA traffic over CenturyLink's

tandem network. centuryLink's tariff indicates that its current rates for tandem switching and

transport are as follows: tandem switching ($0.002252 per minute); tandem switched transport --

fxed ($0.000240 per minute); tandem switched transport -- per mile ($0'000030 per minute);

and common transport multiplexing ($0.000036 per minute).5 Further, it is my understanding

based on an analysis of the mileage that would be associated with transporting AT&T's traffic

over Century Link's network, that the average mileage per minute would be about 20 miles'

15. In sum, a composite rate based on Centurylink's rates, not NECA's rate, is the

appropriate benchmark rate for use in determining whether Aureon has complied with the

Commission's rate cap regulations. As shown above, that rate is significantly below Aureon's

Proposed Rate of $0.00576 per minute. AccordinglY, the Commission should either reject

Aureon's Proposed Tariff outright, or suspend it and investigate whether Aureon's Proposed

Rate complies with the Commission's rate cap regulations

a As detailed in AT&T's Complaint and in Mr. Habiak's Declaration, this rate would be even

lower if the applicable CLEC Lenchmark were to be based on a direct connection service' See

AT&T Complaint'll!l 76-80; Habiak Decl' !Jt[ 23-28'

5 See Centurylink FCC Tariff No' 11, Section 6'8'1'c'1'



Aureon's Proposed CEA Rate Does Not Comply With The Commission,s Rules, Is theProduct of unlawful Rate Manipulations, and rs Excessive.

16' As previously noted, I identified in AT&T's Complaint case a number of

significant issues which indicated that Aureon's CEA rates were the product of unlawful rate

manipulation practices. Those practices included:

(a) Aureon's unlawful inclusion of allegedly "Uncollectible Revenues,, in the Access

Division's revenue requirement, notwithstanding the fact that those revenues had not

been properly billed and Aureon was still actively seeking to collect them (seeRhinehart

Initial Decl. ,!J,Jf 4,38-44; Rhinehart ReplyDecl. flfl 52_57);

(b) its failure to disclose the basis by which the network costs allocated to its Access

Division had been calculated (see Rhinehart Initial Decl. tffl 4, L4-27;Rhinehart Reply

Decl. lilf 2t-39; Rhinehart Supp. Decl. flfl a_38);

(c) its inability to explain the basis for and derivation of the lease rates charged to the

Access Division (see Rhinehart Initial Decl. flfl 2}-27;Rhinehart Reply Decl. !J.[ 2l-30,

36-39; Rhinehart Supp. Decl. flfl a-15);

(d) its use of an inappropriate method of allocating CWF costs to its CEA service,

thereby gteatly inflating the Access Division's revenue requirement and its CEA rates

(see Rhinehart Initial Decl. lffl 24-27; Rhinehart ReplyDect. flfl 3r-37;Rhineharr supp.

Decl. lJfl 16-32); and

(e) its inaccurate and unreliable traffic forecasts (see Rhinehart Initial Decl. ufl 34-37;

Rhinehart Reply Decl. flJ[ 44-51.



The evidence presented in AT&T's Complaint case further showed that in calculating its rates

Aureon had not properly accounted for the fact that a number of carriers were bypassing its CEA

network. See Nl&T Final Brief at 9-15.

17. I also presented evidence documenting the impact of these practices on Aureon's

CEA rates. In my Supplemental Declaration, for example, I demonstrated that Aureon's rate

manipulations had grossly inflated its CEA rates for every year since at least since 2010. ,See

Rhinehart Supp. Decl. flfl 16-32. Additionally, based on the evidence regarding bypass set forth

in AT&T's Final Brief, I estimate that if Aureon had properly accounted for bypass traffic in its

past rate calculations, the levels of its CEA rates during the period 2010 to 2017 would have

been even lower.

18. Based on my review of Aureon's TariffFiling, Aureon's Proposed Rate of

$0.00576 per minute appears to be the product of many of the same manipulative rate practices

that I identified in my prior declarations. To start, Aureon's claim in its TariffFiling that it has

lowered its CEA rate by 36% (2018 Tariff Filing at 1) is highly misleading. That decline is

largely the result of Aureon's decision not to include any so-called "Uncollectible Revenues" in

the Access Division's 2018 revenue requirement (on the pretext that Aureon "does not anticipate

material uncollectable access revenues in the projected test period" (see 2018 Tariff Filing at 2))

and certain changes likely mandated by the new tax laws. Indeed, if those same changes were to

be made to its prior year revenue requirement for 2017 (see Schedules 6-8 of its 2018 Tariff

Filing), there would be little difference between the Proposed Rate and the restated rate for 2017 .

19. But even more significantly, the rate calculations underlying its Proposed Rate are

still very much of a "Black Box." No documentation or other cost support material is provided

l0



for the $13.4 million "CWF Facility Lease" cost amount set forth on Schedule 5, page 3, line 68a

of Aureon's 2018 Tariff Filing, nor is any explanation provided as to why that lease cost amount

declined by about $5 million between 2017 andAureon's 2018 test period. Compare Schedule

5, page 3, line 68a ($13,430,525) of Aureon's 2018 Tariff Filing to Schedule 8, page 3, line 68a

($18,452,058). In addition, the CWF expense line items on Schedule 5 of Aureon's 2018 Tariff

Filing (lines 68, 68a, and 68b) do not add up: the amounts allocated to the Access Division and

Other do not equal the Total Company amount, and the CWF Facility Lease amount and the

CWF Other Expenses amount likewise do not equal the Total Company amount. By contrast,

those line items add up on Schedule 8 relating to 2017. See 2Ol8 Tariff Filing, Schedule 8, lines

68, 68a, and 68b.

20. Further, the level of the network costs allocated to the Access Division (about

$13.4 million), see Schedule 5, page 3, iine 68, appears to be excessive. This cost item accounts

for approximately 85% of the Access Division's total revenue requirement and is about three

times greater than the network costs allocated to Aureon's other divisions ($4.9 million).

Further, the fact that the total amount and percentage of network costs allocated to the Access

Division in Aureon's 2018 Tariff Filing is similar to the amounts and percentages allocated to

the Access Division in Aureon's past Tariff Filings (see Table C to my Initial Declaration)

strongly supports the conclusion that Aureon is still improperly allocating its network costs (i.e.,

its CWF facility costs) between its CEA service and the services of Aureon's other non-regulated

affiliates.

21. Aureon's cost support materials raise a number of other issues. For example,

there is a significant difference between Aureon's estimated Net Telephone Plant Investment for

its 2018 test period (a negative investrnent of $954,705) and the Net Telephone Plant lnvestment

11



for2016 (apositive investment of $3,864,827) and2017 (apositive investment of $4,350,207,

which is largelyunexplained. Compare 2018 Tariff Filing at4 and Schedule 5, page 2,line 56 to

2018 Tariff Filing at4 and Schedule 8, page 2,line 56. Likewise, there is a significant difference

between Aureon's traffic projection for its 2018 test period (about 2.6 billion minutes) and its

actual traffic volumes n2}l6(about 2.8 billion minutes) and2017 (about 3 billion minutes).

See 2018 Tariff Filing at 2. Aureon attempts to justify this difference based on an alleged drop

in CEA traffic in the fourth quarter of 2017. Id. However, Aureon does not provide any

explanation as to causes of that decline in traffic, nor does it explain why that decline is expected

to continue in 2018 or present any documentation supporting that assumption. Given those

deficiencies, the inaccuracy and unreliability of Aureon's past traffic projections (see Rhinehart

Reply Decl. J[fl 44-51) and the fact that Aureon does not appeff to have made any adjustnent in

its rate calculations to take into account bypass traffic, Aureon's traffic projections require

further investigation.

22. In sum, Aureon's Proposed Rate appears to be the product of many of the same

manipulative rate practices that the Commission found raise "significant questions" that "deserve

further exploration." See Liabitity Orderfl 30. Accordingly, the Commission shoul d, at a

minimum, suspend Aureon's Proposed Tariff and investigate whether its Proposed Rate is just

and reasonable under Section 201(b).

t2



CERTIFICATION

I declare under penalty of perjury that foregoing is true and correct.

Dated: February 26,2018

Daniel P. Rhinehart
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DANIEL RIIINEHART
208 S. Akard St. t Dallas, Texas 75202

214-7 82-7 110 I rhinehart@att.sorn

Proficient in performing and directing performance of cost analysis, regulatory functions and regulatory
litigation.
r Financial and product cost analyst with expertise in fundamentals of accounting, auditing, embedded

and incremental costs, cost allocations, margin analysis, capital costs, and depreciation.
o Regulatory manager experienced in interpreting statutes and regulations; and drafting, advocating, and

ensuring compliance with agency regulations.
o Litigation support manager skilled in discovery, developing and delivering cost and policy testimony,

preparing work papers and post-hearing briefs.

PROFESSIONAL EXPERIENCE

AT&T Services Inc. and Predecessors
Director: Regulatory, National Regulatory Organization 2015 - Present
Director providing pole attachment rate development, cost analysis and regulatory advocacy supporting
company strategic initiatives.

Director - tr'inancial Analysis, ATTCost/Capital Planning Division
Director providing product cost analysis support and regulatory advocacy
initiatives.

Lead f inancial Analyst, Finance Costing Division

Supervisor
Separations and Settlements analyst for company regulated costs.

2006 -2012
Senior analyst and regulatory advocate supporting company negotiations, arbitrations and regulatory policy.

Senior Specialist, Global Access Management 2005 - 2006
Senior analyst and regulatory advocate supporting company negotiations, arbitrations and regulatory policy.

Professional, Law and Government Affairs, National Cost Team 2001 - 2004
Senior cost analyst and national regulatory advocate auditing supplier costs and clearly presenting company
positions to regulators.

District Manager, State Government Affairs 1995 - 2001
Senior regional regulatory advocate and cost analyst responsible for developing and implementing company
policy in five states.

Manager, State Government Affairs, Exchange Carrier Cost Analysis 1985 - 1995
Cost analyst and regulatory advocate responsible for developing regulatory policy toward local telephone
companies in California.

2012 - 2015
supporting company strategic

1984 - 1985

EDUCATION
MBA, St. Mary's College, Moraga, CA, with honors.

BS - Education, University of Nevada - Reno, Math Major, with High Distinction

PROFESSIONAL DEVELOPMENT
The Brookings Institution-Understanding Federal Government Operations

University of Southern California-Middle Management Program in Telecommunications

Daniel P. Rhinehart llPag'l



Exhibit A

Date f iled State Proceedins Number Subiects Addressed
6n7
7/17
8177

FCC l7-56
EB-17-MD-001

Iowa Network Services Centralized
Equal Access Rates

3lt7 Kentucky 20r6-00370
2016-00371

Pole Attachment Rates

tt/r6
t/t7

Illinois l6-0378 Illinois USF - IITA/AT&T Stipulation

t2/15
4/16

South
Dakota

l:14-cv-0101 8 Northern Valley Communications v.
AT&T Com. - Traffic Pumping

l0/15 Arkansas rs0019-R Pole Attachment Rates, terms and
conditions. [Panel testimony sponsoring
Joint Parties Commentsl

5/15 California Truckee Donner PUD Pole Attachment Rates

3/14 Maine 2013-00340 FairPoint Maine USF Request
Revenue, Rate Base, Rate of Retum,
Expenses. FLEC Model.

loil3 Nevada l3-060007 Rio Virgin Telephone Rate Case -
Access Rates and Cost Allocations

2/13 Alaska U-12-120 et al Switched Access Demand

t2/t2
2/13

Oklahoma PUD 201200040 Oklahoma High Cost Fund

7ltz Georgia 35068 Rate Cases for IUAF Year 16] Track 2
Aoolicants - Public Service Telephone.

1/72 Oklahoma PUD 20100021 1

PUD 201100145
Settlement Agreement related to state

High Cost Fund and State Universal
Service Fund

tt/tt Nebraska FC-r332. FC-1335 OrbitCom Access Service Rates

t0/tt Iowa FCU-2011-0002 Aventure Communications Cost of High
Volume Access (IIVAS) Traffic

8/1 I Georgia 32235 Ringgold - Track 2 UAF Revenue
Reorirernent

8/1 I Georgia 32235 Public Service - Track 2 UAF Revenue
Reouirement

8/1 1 Georgia 32235 Chickamauga - Track 2 UAF Revenue
Reorrirement

3nt
5/7r

Georgia 32235 Universal Access Fund cost of capital and
caps on UAF distributions.

7lt0
3/tt

Texas PUC Docket No. 36633
SOAH No.473-09-5470

Pole attachment rates, cost of capital.

t2/09 Alaska u-09-081, u-09-082, u-09-
083, U-09-084, U-09-085, U-
09-086, U-09-087, U-09-088

[Unconsolidated]

Switched access revenue requirements
for various companies. Addressed
variously non-regulated cost
assignments, depreciation expense,

corporate operations expenses, and other
disallowances.

6/09
8/09

lowa TF-2009-0030 Switched Access cost study for Kalona
Coooerative Teleohone Comoanv

2/09 Alaska u-08-081 Switched Access Demand for pooled
access rates

PREVIOUS TESTIMOI{Y OF DANIEL P. RIIINEIIART

2lPag.:



Date Filed State Proceeding Number Subiects Addressed
12108 Alaska u-08-084, u-08-086, u-08-

087, U-08-088, U-08-089, U-
08-090, u-08-l 12, u-08-l 13

[Unconsolidated]

Switched access revenue requirements
for various companies. Included
variously, depreciation expense,
corporate operations expense, and cost of
caoital.

11/08 Nebraska Application C-3745/ NUSF-
60.02lPI-138

Switched Access Rates and Cost of
Caoital

2/08
3/08

Oklahoma CauseNo. PUD 200700370 Medicine Park Tel. Co. request for
Oklahoma USF Support

6/07
7/07

Iowa Docket RPU-07-1 South Slope Coop - Separations Cost
Studv and CCL Rate

4t07
t0/o7

Texas Docket 33545 McLeodUSA Access Cost Model - Cost
of Capital, Asset Lives, Factors,
Common Costs. Rate Development

3/07 Oklahoma CauseNo. PUD 200600374 Medicine Park Tel. Co. separations study
supporting request for Hieh Cost Funds

6/0s
7/05

Missouri Case No. Tl-2002-129 AT&T Instate Connection Fee

5105 Missouri Case No. T0-2005-0336 IJNE Policy Issues (dedicated transport,
combinations/commingling, EELs, ILEC
oblieations. etc.). UNE Rider. Pricine

3/05
4/05

Texas Docket 28821 UNE Policy (dedicated transport,
combinations and commingling, EELs,
ILEC oblieations. etc.)

2105
3/05

Kansas Docket 05-AT&T-366-ARB Call Flows, UNE Policy Issues

y05
2/05
3l0s

Oklahoma CauseNo. PUD 200400493 lnterim contract pricing terms (l/05), call
flows and permanent pricing (2/05), UNE
Issues and pricine (3/05)

3/04 Oklahoma CauseNo. PUD 200300646 Track I Triennial Review Impairment
Analysis (Sponsored with Robert
Flannan)

12/03
t/04

Texas Docket No. 28600 Asset Lives, Capital Cost Factors,
Annual Cost Factors, Shared and

Common Costs

5/O3
6/03

Illinois Docket No. 03-0329 Reciprocal compensation, 8YY
comoensation. sDace license

tt/02
2103

Texas Docket 25834 Depreciation, Annual Cost Factors,
Investment Factors, Inflation and
Productivity. Common Costs

10/01 Missouri Case No. T0-2001-438 Depreciation, Cost Factors, Labor Rates,
Common Costs

4/01 Missouri CaseNo. TO-2001-455 AT&T Interconnection Agreement
Arbitration - Intellectual Property,
Stand-alone Services Resale, Audit
Riehts. UNE Costs

2/01 Kansas Docket 99-GMT-326-GIT Universal Service Fund Portability
(Snonsored at hearins bv R. Flaooan)

12/00 Oklahoma Cause No. PUD 2000000587 Intellectual Property, Reciprocal
Compensation for ISP-bound traffic,
Vertical Services Resale, Access to OSS

and CPNI. OSS Audit. Definitions
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Date tr'iled State Proceedine Number Subiects Addressed
8/00 Kansas Docket 00-GMT- 1 054-cIT Reciprocal Compensation for ISP-bound

traffrc
6/00 Texas PUC Docket 22315 Intellectual Property and Access to

Operational Support Svstems
5/00 Texas PUC Docket 21425

SOAHNo. 473-99-2071
Resale obligations under FTA for vertical
features, Local Plus and LDMTS service
offers

3/00 Texas Docket 21982 SWBT Cost Study for Internet-Bound
Traffic

r/00 FCC Docket 00-4 SWBT Long Distance Entry in Texas,
Glue Charees and Intellectual Propertv

l/00 Kansas Docket 97-SCCC-149-cIT Resale Discount Levels
l/00 Missouri Docket TT-2000-258 Local Plus Resale Issues
t2/99 Texas Docket 20047 GTE Directory Assistance Listing

Information Service
tt/99 Kansas Docket 99-GMT-326-GIT Kansas Universal Service Fund Issues

(Sharine of USF Support)
t0/99 Texas Docket21392 SWBT Switched Access Optional

Pavment Plan
t0/99 Texas Project 18515 Texas USF Further Implementation

Issues

6/99
7199

Texas Project 18515
Proiect 18515

Texas USF Implementation Issues

4/99
5/99

Kansas Docket 99-GMT-326-GIT Kansas Universal Service Fund Issues

4/99
s/99
6/99

Missouri Case No. TO-98-329 Missouri Universal Service Fund Issues

r2198 Texas Proiect 16251 Rieht-to-Use Adder costs
l0/98 Texas Project 18516 Texas Universal Service Fund Issues for

Small LECs
9/98 Missouri Docket TO-98-l l5 Arbitration Cost Studies of SWBT

(Sponsored at hearing by D. Crombie)
6/98
7/98
8/98

Kansas Docket 97-SCCC- 149-GIT Generic Cost Docket for SWBT.
Depreciation, cost factors, fill factors.

4/98 Texas Docket 16251 Non-cost basis of certain Arbitration
rates for SWBT - TX

t/98 Oklahoma CauseNo. PUD970000442 Permanent Rates for SWBT Services
t/98 Oklahoma Cause No. PUD 970000213 Permanent Rates for SWBT Unbundled

Network Elements
8/97 Texas DocketNo. 16226 Restatement of SWBT Arbitration Cost

Studies
3/97 Kansas Docket 97 SCCC 149-cIT Generic Cost Proceeding for SWBT
t/97 Arkansas Docket No. 96-395-U Arbitration Cost Studies of SWBT - AR
l/97 Kansas Docket 97 - AT &T -290-ARB tubitration Cost Studies of SWBT - KS
t0/96 Texas Docket 16300 Arbitration Cost Studies of GTE - TX
L0/96 Missouri Case No. T0-97-63 Arbitration Cost Studies of GTE - MO
t0/96 Oklahoma Cause960000242 Arbitration Cost Studies of GTE- OK
t0/96 Missouri CaseNo. TO-97-40 Arbitration Cost Studies of SWBT - MO
9196 Oklahoma CauseNo. PUD 960000218 Arbitration Cost Studies of SWBT - OK
9196 Texas Docket 16226 Arbitration Cost Studies of SWBT - TX

Exhibit A
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Exhibit A

Date F'iled State Proceedins Number Subiects Addressed
6t96
7/96

Kansas t90,492-U Universal Service Fund, Alternative
Resulation- Imoutation

t/96 Texas Docket 14659 Costs of SWBT and GTE loop facilities
U96 Texas Docket 14658 Resale of SWBT and GTE services under

PURA
9/9s California A.95-02-011

A.95-05-018
Uniform System of Accounts Rewrite
rate adiustments

6/9s Missouri Case TR-95-241 SWBT Local Plus service offerine
8/94
2/95

California A.93-12-005
r.94-02-020

Citizens Utilities General Rate Case,

Access Pricing, Price Cap, IntraLATA
Eoual Access. Imputation

4/93 California 4..92-05-002
4.92-0s-004
I.87-l 1-033

First Price Cap Review, productivity
factors, sharing

5/92 Cal fornia I.87-l 1-033 Centrex and PBX trunk Pricins
t0/9t Cal fornia r.87-l 1-033 Competitive entrv issues

t/91 Cal fornia A.85-01-034 Hieh Cost Fundine
l0/90 California I.87-1 1-033 Expansion oflocal Calling Areas, Touch

Tone

D""i;i 5lPag*
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554

In the Matter of

AT&T CORP.
One AT&T Way
Bedminster, NJ 07921
(202) 4s7-30e0

Complainant,

v.

IOWA NETWORT( SERVICES, INC.
d/b/a Aureon Network Services
7760 OffieePlaza Drive South
West Des Moines,IA 50266
(s1s) 830-0110

Proceeding Number 17 -56
File No. EB-17-MD-001

Defendant.

DECLARATION OF DAI\IEL P. RIIINEIIART

I, Daniel P. Rhinehart, of fulIage, hereby declare and certifu as follows:

1. I am employed by AT&T Services, Inc., a services affiliate of Complainant

AT&T Corp. ("AT&T"). My job title is Director - Regulatory. My current responsibilities

include participating in regulatory dockets and litigation matters on behalf of various AT&T

entities in the areas of cost analysis and universal services matters. I also direct the development

of AT&T's pole attachment and conduit occupancy rates pursuant to standard FCC formulas, and

I support the analysis of third-party pole attachment rates. I have been employed by AT&T and

its predecessors since 1979 and,have held a number of different jobs with increasing

responsibilities in the finance and regulatory areas. Over the years, I have testified in a number

of different federal and state rate cases regarding the reasonableness of rates filed by AT&T and

by other carriers. My curriculum vitae is included as Exhibit 82 to ttre Formal Complaint.
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2. As a result of my experience, I am very familiar with the manner in which rates

are calculated by Local Exchange Carriers ("LECs") that are regulated on a rate of return basis.

In addition, I have reviewed the bi-annual tariff filings made by Iowa Network Services, Inc.

d./b/a Aureon Network Services ("INS";t as well as various documents that have been produced

in discovery in this case or in other proceedings relating to access stimulation. I have also

reviewed the various Commission decisions approving Centralized Equal Access ("CEA,')

service in Indiana, Iowa, South Dakota and Minnesota2 as well as other Commission decisions

relating to access stimulation.3 In addition, I have reviewed INS's recent tariff filings, which

I See Ex. 15, INS Introduction, Overview and Rate Development, July l,}OO4FCC Annual
Access Charge Tariff Filing (dated J:urrre24,2004) ("fNS 2}O4TartftFiling"); Ex. 16, INS
Introduction, Overview and Rate Development, July 3, 2006 FCC Annual Access Charge Tariff
Filing (dated Jtne26,2006) ("fNS 2006TariffFiling'); Ex.17,INS Introduction, Overview and
Rate Development, July 1, 2008 FCC Annual Access Charge Filing (dated Jwe2,4,2008) (,.INS
2008 Tariff Filing"); Ex. 18, INS Introduction, Overview and Rate Development,luty t, idtO
FCC Annual Access Charge Filing (dated June 16, 2010) ("[NS 2010 Tariff Filing")fEx. 19,
INS Introduction, Overview and Rate Development, July 3, 2012FCC Annual Access Charge
Filing (dated htrrc26,2012) ("[NS 20l2TarftFiling"); Ex.20,INS Introduction, Overview
and Rate Development,luly 2,2013 FCC Annual Access Charge Filing (dated June 17, ZOl3)
("INS 2013 Tariff Filing"); Ex.2L,INS Introduction, Overview and Rate Development, July i,
20I4FCC Annual Access Charge Filing (dated June 16, 2014) ("[NS 2014 Tariff Filing,); and
Ex- 22,INS Introduction, Overview and Rate Development, July 1, 2OL6FCC Arurual Access
Charge Filing (dated June 16, 2016) ("INS 20l6TaiffFiling,,).

2 
ln re Application of Ind. Switch Access Div., FlleNo. W-P-C -567 I , 1986 WL 2gL436, nn 2, 23

(F.C.C. Apr. 10, L986) ("Indiana Switch CCB Ordef'); In re Application of Ind. Switch )i""rs
Div.,l FCC Rcd. $4,n 5 (1986) ("Indiana Switch Review Ordef') (collectively, the "Indiana
Switch Orders"); In re Application of lowa NetworkAccess Div.,3 FCC Rcd. 1468, fl 3 (1988)
("IN.s order"); In re Application of SDCEA, Inc.,5 FCC Rcd. 697g, fl l7 (1990) (*flDCEA
Order");Ex.12, Memorandum Opinion, Order and Certificate,In re the Appltcaiion of Minn.
Indep. Equal Access corp., File No. w-p-c-6400 (F.c.c. rel. Aug. 22, rgrq (MIEAC order,,).

3 See In re Connect America Fund,26FCCRcd,.17763 QOll) ("Connect America Orde/,); In
re Access Chargg R"fonn,16 FCC Rcd. 9923 (2001) ("GLEC Access order,,); In re Access
Charge Reform,19 FCC Rcd. 9108 (2004); Qwest Commc'ns Corp. v. Farmers & Merchs. Mut.
Tel. co.,2zFCCFtcd.17973 (2007) ("Farmers r'); ewest commc'ns corp. v. Farmers &
Merchs. Mut. Tel. Co.,24 FCC Rcd. 14801 (2009) ("Farmers II,).
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initially proposed to offer a new contract tariff service specifically targeted at access stimulation

traffrca but then withdrew that proposal and replaced it with a "volurne discount,, proposal.5

3. Based on my analysis to date, serious questions exist regarding the reasonableness

of INS's rates for CEA service. As explained in greater detail below, INS's current rate for CEA

service is $0.00896 per minute, which is only a few tenths of a cent lower than INS's initial rate

for CEA service ($0.0117 per minute), which became effective in 1989. Moreover, INS,s

cunent rate is approximately 44 percent higher than it was in mid-2013 ($0.00623 per minute).

Suffice it to say, these trends are not consistent with the general industry trends for access

charges, which have declined precipitously since 1989.

4. To date, INS has not produced all of the cost information supporting its CEA rate

calculations. Consequently, my evaluation of the reasons that INS's rates have not declined

consistent with the industry trends for access charges is ongoing. Based on my review to date,

however, I have the following observations:

First, the level of the network costs allocated to INS's Access Division appears to

be excessive. INS's Access Division does not own any of the transmission

a See 8x.46, Iowa Network Services, Inc. dba Aureon Network Services, Iowa Network Access
Division, Tariff F.C.C. No 1, (Transmittal No. 33) (Description and Justification and Cost
Support Material) (frled April 14,2017) ("Contract Tariff Support") and Proposed Revised Tariff
Pages (filed April 14, 2Ol7) ("Revised Tariff Pages") (collectively, "fNS April2OlT Revised
Tariff Filing").

5 SeeEx.4T,IowaNetwork Access Division, ApplicationNo. 8 (dated May 16,2017)with
attachments ("fNS May 2017 Revised Tariff Filing," together with the tariff filings identified in
supra notes I and 4, collectively referred to herein as the "Tariff Filings" or "fNS's Tariff
Filings") (seeking permission to (i) withdraw the tariff pages submitted under Transmittal No. 33
and (ii) file revised tariff pages proposing to offer a "volume discounf').
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facilities or equipment that it uses in connection with its CEA service. lnstead, it

leases those facilities and equipment at rates that appear to exceed the rates at

which INS leases such facilities and equipment to other entities, thereby inflating

INS's CEA rates and raising concerns regarding the cross-subsidization of INS,s

other serviees.

second, in recent years an increasing percentage of the costs of INS,s cable

&wire Facilities have been allocated to INS,s Access Division. ln20l7, for

example, 74.1 percent of those costs were assigned to the Access Division

whereas 1n2006, the Access Division was only assigned 45.3 percent of those

costs.

Third, questions exist as to the reasonableness of INS's calculation of the lease

costs allocated to the Access Division. As explained in greater detail below, there

are [[BEGIN IIIGHLY CONFIDENTIALI]

I[END HTGHLY coNFrDENTrALll INS provides absolutely no support for

the derivation of these costs. Further, additional concerns arise when the dramatic

increase in INS's investment in Cable & Wire facilities since 2010 is contrasted

with the significant decline in switched access minutes of use transported on

INS's network.

Fourth, in recent years an increasing percentage of the Access Division's revenue

requirement has been allocated to interstate traffrc as opposed to intrastate traffrc.

4
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This development stands in stark contrast to the assumption underlying the

commission's initial approval of INS's application to provide cEA service;

namely, that "the majority of the network's costs w[ould] be recovered from

intraLATA toll calls." See INS Orderl32.

Fifth, concerns also exist as to the five-year haffic forecasts that INS has used in

developing its rates for CEA service. Those forecasts vary widely from year to

year and have proven to be very inaccurate when compared to INS's actual

demand. Additionally, INS's recent forecasts showing declining demand stand in

stark contrast to AT&T's actual traffic on INS's network, which has steadily

grown.

Sixth, since 2010, INS has included in its revenue requirement large

"uncollectible Revenues" even though those amounts remain the subject of

litigation contesting whether they were "properly billed" and INS is still actively

seeking to collect them. The inclusion of those amounts in the Access Division's

revenue requirement had a potential rate impact of between.073 and .659 cents

per minute.

Each of these concerns is discussed in greater detail below.6

6 The first, second, and third concems regarding network costs apply with equal force to INS's
recent Tariff Filings, first offering a new contract tariff service (seeEx. 46,INS April 2017
Revised Tariff Filing) and then seeking to replace that offering with a new "volume discount"
service. SeeEx.47, INS May 2017 Revised Tariff Filing.

5.

5
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The Overall Level of INS's CEA Rates.

6. INS's application to provide CEA service in Iowa was approved in 1988, and INS

filed its original tariff for that service in early 1989. As initially filed, the rate that INS proposed

to charge for CEA service was $0.0161 per minute. See In re lowq Access Division Tariff FCC

No.I,4 FCC Rcd. 3947,n9 (c.c.B. Apr. 28, 1989) ("ar.s Rate order,,). Anumberofparties,

including AT&T and Northwestern Bell Company ("NWB"), challenged INS's proposed rate on

a number of grounds, including that it was not adequately supported. Id.nn2-7. Rather than

litigate those issues, INS revised its tariff filing and lowered its rate to $0.01 17 per minute. 1d. t[

9.

7. Since 1989, INS's CEA rate has remained at roughly the same level. The

following table (Table A) sets forth INS's rates for CEA service for the period 2003 to 2017.7

2003

2004

200s

2006

2007

2008

2009

INS's CEA Rate

$0.01045 per minute

$0.01045 per minute/$0.Ol031 per minute

$0.01031 per minute

$0.01031 per minute/$O.00855 per minute

$0.00855 per minute

$0.00855 per minute/$0.00819 per minute

$0.00819 per minute

7 These rates are reported in the INS Tariff Filings that are publicly available on the FCC's
website. ,See Exs. 15-22. Rate information for periods prior to 2003 is not available on the
FCC's website.

6



2010

20tt

2012

2013

2014

2015

2016

2017
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$0.00819 per minute

$0.00819 per minute

$0.00819 per minute/$0.00623 per minute

$0.00623 per minute/$0.00896 per minute

$0.00896 per minute

$0.00896 per minute

$0.00896 per minute

$0.00896 per minute

As can be seen from Table A, INS's current CEA rate ($0.00896 per minute) is about three

tenths of a cent lower than the rate for that service in 1989 ($0.01 17 perminute), and is

approximately 44 percent higher than the rate in mid-2013 ($0.00623 per minute).

8' The fact that INS's current CEA rate has not declined more significantly during

the past 27 yeats is surprising given the overall trend in the indusby with regard to access

charges. In a 2010 report entitled "Trends in Telephone Service," the Commission reported that

the national average traffic sensitive interstate switched access charge per minute went from

$0.030 (in April 1989) to $0.0064 (in 2010)8 - a decline of almost 79%. Dwngthat same

period, INS's CEA rate only declined by about 23 percent. Moreover, the situation has gotten

worse since 201 1. The national average charge per minute for access has continued to decline as

the Commission's 2011 transitional rules have begun to take effect.e By contrast, INS raised its

8 seeEx. 57,FCC, Trends in Telephone service,Table 1.2 (w.c.B. sept. 2olo),
https://apps.foc. gov/edocsjublic/attachmatch/Doc-30 I g2iAl .pdf.

e Connect America orderflIl73g,798-808 (providing that local switching rates would be
eliminated by mid-2017); see also 47 c.F.R., Subpart J of part 5l.
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CEA rate from its 2011 capped level of $0.00819 per minute to its current level of $0.0896 per

minute.

9. The high level of INS's current CEA rate is particularly difficult to understand

given the fact that INS's investment in the switching equipment needed to provide equal access

and in related general support facilities has largely been depreciated and recovered in INS's prior

rates.l0 In addition, during the period 2005 to 201 1, the volume of interstate access minutes

transported over INS's network grew from about 954 million minutes per year to over 3.8 billion

minutes per year. See Exs. 16 and 19, INS TariffFilings for 2006 and2Ol2. All else held

constant, these two factors working in combination should have resulted in a significant decline

in INS's CEA rates.ll But that did not occur. II,2O05,INS's rate was $0.01031 per minute. See

Ex. 16, INS 2006 Tariff Filing, at3. As previously noted, INS's current rate is $0.00896 per

minute - a decline of only slightly more than one tenth of a cent.

10. INS's CEA rates also do not appear to reflect any cost e{ficiency gains resulting

from advances in transmission technology. In its TariffFilings, INS has reported that it has

made significant investments in its fiber network.12 Those investments, however, do not appear

10 SeeBx.22,INS 2016 Tariff Filing, Section 5, Schedule S-2 (indicating that the $37 million in
Total Plant in Service allocated to INS's Access Division has been largely depreciated with
accumulated depreciation and amortization totaling $34 million).

lt See also Farmers In24 (crediting testimony demonstrating that an access stimulation LEC's
"costs did not rise by nearly the same proportion as its access revenues");Ex. 67, Declaration of
Peter D. Copeland, Qwest Commc'ns Corp. v. Farmers & Merchs. Mut. Tel. Co.,FileNo. EB-
07- MD-001, flfl 5-14 (dated May 1, 2007) ("copeland Decl.") (making the same point).

12 See Ex. 18, INS 2010 Tariff Filing, at2 (utNS has plans to upgrade its fiber routes and
electronics to bring newer technologies and increased capacity . . . . Approximately $20 million
has been expended since 2006 and an additional $4.5 million is planned for 2010."); Ex. 19, INS
2012 Tariff Filing, at 2 ("INS has plans to upgrade its fiber routes and electronics . . . .
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to have resulted in lower CEA rates. Indeed, in its 2016 Tariff Filing, tNS asserted that its

projected revenue requirement would support a rate of $0 .Ol332per minute,13 which is almost

two tenths of a cent higher than INS's interstate CEA rate in 1989 (i.e., $0.01 17 per minute). A

rate at that level is not consistent with the rate that one would expect given INS's recent

"upgrades" to its network. SeeEx. 67, Copeland Decl. ,!f!f n-14.

11. That INS's rates for CEA service are excessive is also clear from INS's recent

Tariff Filings. As discussed in greater detail below, INS'S inclusion of "Uncollectible

Revenues" in the revenue requirement supporting its 2016 TariffFiling had the potential effect

of inflating INS's CEA rate by as much as $0.00659 per minute. See infra, Table J. Indeed, if

those Uncollectible Revenues were removed from the underlying revenue requirement, the

resulting rate generated by INS revenue analysis would decline from $0.013 32 per minute to

$0.00673 per minute, which is more than two tenths of a cent less that INS's current CEA rate

($0.00896 per minute)

12. INS's even more recent Tariff Filings proposing to offer a new rate of $0.00649

per minute for high volume (access stimulation) traffic also demonstrate that INS's current CEA

rate is excessive. SeeEx.46, INS Apr1l20l7 Revised TariffFiling; Ex. 47, INS May 2017

Approximately $9.6 million has been expended since 2009 and an additional $11.3 million is
planned fot 2Ol2;');Ex.20,INS 2013 Tariff Filing, at2 ("INS has plans to upgrade its fiber
routes and electronics . . . . Approximately $20.3 million has been expended since 2010 and an
additional $22.5 million is planned for 2013." (internal footnote omitted)).

t3 SeeEx.22,INS 2016 Tariff Filing, at5; see alsoEx.2L,INS 2014 Tariff Filing, at4
(projecting a rate of $0.01297 per minute).
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Revised Tariff Filing. la The cost support material presented in connection with INS,s April

2017 Tariff Filing purports to show that arate of $0.00604 per minute would be sufficient to

support INS's projected revenue requirement, which does not include any Uncollectible

Revenues' SeeEx.46, INS's Aprll2017 Tariff Filing, Contract Tariff Support at2,5, Section 2

(Schedule A), and Section 3 (Schedule S-1, Line 15). That rate ($0.00604 per minute) is almost

three tenths of a cent less than INS's current rate ($0.00896per minute). Moreover, when the

minimum traffrc volumes associated with INS's May 2017 "volume discount" proposal (a

minimum of 25 million minutes per month/300 million minutes per year) are applied to the

revenue requirement submitted in support of the proposed rate of $0.00649 per minute, the

resulting rate would be $0.003624per minute, which is more than five tenths of a cent lower

than INS's current rate ($0.00896 per minute).15

t4 As initially proposed, this service was to be offered on a contract tariff basis. ,See Ex.46, INS
April2017 Revised Tariff Filing. However, on May 16,2Ol7,INS filed an application with the
Commission seeking permission to withdraw its proposed contract tariffservici, and to instead
offer a volume discount to customers (i) with a minimum monthly usage of "atleast 25 million
interstate interlata terminating minutes-of-use and 80%o or greater utilization of each trunk
group" and (ii) that agreed to sign a separate service agreement. SeeEx.47, INS May 2Ol7
Revised Tariff Filing, Second Revised Tariff Page 137, Section 6.7 .3. In its May 2017 Tariff
Filing, INS does not provide any specific details as to the terms of the "separate service
agreement," nor does it indicate whether those terms are the same or similar to the additional
terms that were applicable to the proposed contract tariff service it has now withdrawn. 

^gee Ex.
46, INS Aptil 2017 Revised Tariff Filing, Contract Tariff Supp ort at l; see also AT&T Formal
Complaint fl 74 (discussing the terms applicable to INS's proposed contract tariff service).

15 In submitting its May 2Ol7 Tariff Filing, INS did not modifu or present a new rate analysis in
support of the proposed rate of $0.00649 per minute. In its April 2OL7 TariffFiling, the
projected revenue requirement presented in support of the $0.00649 rate was $l,,OB7,2OO. See
Ex. 46,INS April 2017 Revised Tariff Filing, Contract Tariff Support at2,3, and Section 2
(Schedule A). When that revenue requirement ($1,087,200) is divlded by the minimum annual
throughput required to quali$r for the $0.00649 "volume discount,, rate (300 million minutes),
the resultingrute is $0.003624 per minute. Moreover, the surplus over the base revenue
requirement generated by imposition of the $0.00649 per minute rate is $859,800 per year.

t0
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t3" Finally, the eviderce shows tlrat over the pa*t l5 years, INS bas dramatica.lly

trovrered lhe rater that it charges f,or so,fle of its mrn-CE4, services. For example, inthe [IBEGIII

}P CONTIDENTIALII

I ttgr* sp cot{tr'IDEIiTIALI Additio*alty, {[BEcrN coNTTDENTIALI]

UENI) CONSTDEN?IAL}I 18

INS's Hnndling of Network Xnvestmelt Cssk.

14. As previously *oted iNS has tepo$ed in its Tart$Filings that it made significant

inve*hnEuts in its fiber network te None cf that investneot, however, has been recq{ded or tbe

{rcnks of IF{$'s Access Divisior. Ins'tsad as is clear &om INS's TariffFilings, all icvestmeat in

16 See Ex" 58, Detrrnsitiot of T*omas Lovell,,{fur+ € Corntna'fis, LLC v- ,4.7&T Cary", No- 2:08-
cv-0n042, at 56:9-58:9 (N.D. Iow*) (taken CIct" 29, 20CI9).

18,Sge Ex- 15, n{S 2004 TariffFiling at ? (noting ihal the agreements "remove[d] interstate
kaffic *tlc tbe network and replaee[d] it rvith ir*erccrmection traffic to be billed ir accordarce
with iuterconnectiar a greelxents').

ll .fee supra note 13.

[1

I? 
"!ez Ex- 23
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Cenhatr 0ffice Tmusuri$sion Equipmeut (Account 2230) and C*ble & Wire Facitities (.dccouni

l4l$) tms been reccrded or: ihe books of INS's oiher divisir:ns-2e As a consequencq the Access

Division doex m:t eam a rate of rehur oar INS's inveshnent in it* nehnror{<" Rather. INS's Accexs

Dir.'ision appexrs lo lease fiber c*pacily frorn INS'* Network Division at * rate and rale of refuin

thai is not disclosed in INS's tariff filings" or in the *qrpa* da{a fhat INS lras prodrrce* as part *f

the inforxral discovery process.2t

15" As c.an be seer {bor* ths following hble (Tabte B), network costs constitute a

significant percentage ef the Ascess Divisiou"s overall teve*ue requirenrent:

2004

2006

Rev. Rsq. Less Uxrcollectibl€de

$2tr,063,$4.9

$27,?90,646

Xetwor* Costs 23

s12,77?,679

$17,693,096

Percentage

60.7%

83"7a/o

:0,Sar Exs- !i-}?,INS"s 2004, 2006, 2008, 2010, 2012, 2013, 2014, arid 2016 TariffFflings,
Sectiotl 5" Schedlle S-3, Lines 3 and 4 (Centml Office Traasmissiam Equipment f,nd Cabte &
Wire Facilities).

23 The dnta for the Access Divisior's "'R.evenue Requireuent less Uaeollectibles- wes derived
froffi sectio* 5" Part 64 sryaratinns, sehedul* $-1, Lines t5 aad 19, af IXS's ?0s4 ts06, 2008,
2010, 20I?, 2013, 2S14, ?016, and Afril20t7 Tariff Filings- ,See Exs- 15*22 & 4C The
"tlu*clleetibls relreil&s$" subkacted fi'om tlie Revenue Requireareut for eaeh year lrre as follows:
$971"799 (2C04); $284,2$9 (2006); $3,369,633 {200S); S3,}?0,000 {2010); $2,69fi,638 (2012};
$4,320,0S0 {2013); $3,992,933 (2014); S16,8?6"800 €016); a:ld $18,64?,57? (Apr. z}tn. Id.

23 The Aecess Dirri*i*n"s Nehvork Costs are roureed *om Section 5, Pafi 64 Separafions"
Sclredule S-$, Line 4 {Cable & Wire Farilities} of INS's ?004, ?006, 2008, ?010" 2012,2013,
U014" 2816, andApril20lT TarjffFiliugs" Saa Exs- 15-22 & 46.

2r Fromthe documents that INS has
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2008

2010

2012

20t3

2014

20t6

2017

$28,275,864

$31,522,883

$2r,512,296

$26,219,366

$27,829,176

$18,794,588

$19,441,960

$16,968,588

$17,882,154

$9,754,800

$13,843,200

$18,248,747

$12,840,050

$14,675,151

60%

s6.7%

45.3%

52.8%

6s.6%

68.3%

75.5%

Notwithstanding the magnitude of these costs, INS's TariffFilings do not provide any

information regarding the derivation of the lease costs that INS's Access Division pays to INS's

Network Division for Cable & Wire Facilities.

16. In the initial INS tariff proceeding held in 1989, NWB asserted that the Access

Division was paying all of the costs to construct and maintain INS's network, including a rate of

return of over 30 percent. See INS Rate Order$ 6. Obviously, such a rate of return would be

excessive. More recent deposition testimony suggests that [[BEGIN IIIGHLY

CoNFIDENTTALII

[[END HIGHLY CONFIDENTIAL]I

17. In the discovery materials that INS has recently produced in this case, there is

evidence that [IBEGIN HIGHLY CONFIDENTIAL]I

2a See Ex. 69, Deposition of Dennis Creveling, Alpine Commc'ns, LLC v. AT&T Corp., No. 08-

OlO42, at28:3-29:6 (N.D. Iowa) (taken Feb. 10, 2010) ("Creveling Dep.").

13
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IIEND

IfiGHLy COX1qDENTIALII Obviotrsty, to the exteut &at &e rate tb*t INS pays to lease

circuits nn INS'$ nefrvork is fuIfl,*ted, its cEA rate will also be iuflated-

INS's Allo*atior cf Costs for NetworkFacilitie*.

tg. Axother arca ofconcsn relates to INS's allocatiou of t&e costs assoei*tedwith

the Access Bivisim's use of INS's &ber r:etwork- The following table {Table C) sex forth da{a

*oua INS's Tariff Silings showing tbe allocatiou of costs for Cable & Wire Facilities befwee*

INS's Access Division and itx otber divisions.x

:8 The souf,c& of the Total Company and Acce*s Division co*ts is the back=up to INS's 2004 ttl

Aprit ?017 TariffFilhgr, Section 5. Pftrt 64 $eparatious, Sclredula $-8, Line 4 (Cable & Wire

Facilities). .See Exs" 15-?2 & 46.

t4
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2004

2006

2008

2010

20t2

20t3

2014

2016

2017

Total Comoanv

$26,868,987

$39,072,861

$35,307,201

$25,211,234

$14,457,480

$18,592,129

$22,946,170

$17,861,701

$19,816,729

Access Division

$12,777,678

$17,693,096

$16,968,588

$17,882,154

$9,754,800

$13,843,200

$18,248,747

$12,840,050

$14,675,151

Percent Allocated

47.6%

4s.3%

48.r%

70.9%

67.s%

74.5%

79s%

7t.9%

74.1%

19. As can be seen from this table, the Access Division's allocated share of the costs

of the Cable & Wire Facilities went from about 45o/oto a8% (during 2004-2008) to above 70%

(in20131017). By contrast, between 2004 and2016,the Cable & Wire Facilities costs

allocated to INS's other divisions actually declined from about $14 million in20}4 to about $5

million in20l7.2e No explanation is provided in INS's Tariff Filings for this change, nor is the

manner in which these costs were allocated discussed in any detail. Obviously, to the extent that

Cable & Wire Facility costs are being over allocated to INS's Access Division, INS's CEA rates

would be overstated.

2e SeeExs. L512 & 46,INS's Tariff Filings, Section 5, Part 64 Separations, Form S-8, Line 4
(Cable & Wire Facilities).

15
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INS's Calculation of the Lease Ccsts to be Alloc*ted to the Access llivisiou.

20- ,&r addificn*l are* of concelx relates ta INS's calculation of the lease costs to be

allocated to ihe Acces* Division- As previously mentioned, no explamtion is provide&-in

ei$rer INS's Tariff Fili*gs ar in *he baek-up sul4pod data produced ax part of the inforxral

disc.overy proeess--{s to the basis far, orthe metho&:logy used i*, calculating the lea$e cosb

allocated to the Accers Divisiou.

2tr. Frestrmably, the le*se sost altoeated to INS's Aeeesl Division is i*tended to recover

the costs arsoeiated with tbe Access Division's use of INS-$ fibu netws*. Holever, a

hreakdown of the specific network costs included in the dlocated lease costs hss not been made

*l'ailablq aor lr*s any exqrlanation beeu provided as to why a tease cost approac.b has beet used

rarith respect to the Access Bivision's uchvork scsts btrt rot witb respect to any of its other costs,

such as cosB.3o Fruther, a revievy of dre cost fuformntiot tbat has been pro&xed raises

serious questions as to flre reas*rrrableqess of INS's allocatior ofaetwork costs to the AeeEsr

Divisia*

3o The back-up materig! INS indieatesthat IIIGIILY

, no&e o produced

explains the methodology used to ealculate the anranr:t of the lease costs to be allocated and paid

by the Access Division sr any of INS's other divisions.

.llP

l^$



PUBLIC YERSION

22. The fallorving lable (Table D) rets fscth [[BEGIF[ IIIGIILY CONTISENTIA.LII

[ [sN] rxrcqr.Y coNFrDENnaLl]

73. Ata minilnuffi, {trBEGIN IIIGHLY CONHI}ENTIALXI

IItrND HIGilLY CONSIDENTIAT I] Duriug f]is same

pffiad, INS's tariffed rate &r CEA service firstdecreased by about 23 percent (2*lS to 2012)

1?

IIIfiHLYCONFID
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and then increased by abo*t 44 percent (3012 to 2S13)- Obviously" the extent to which the 2013

inereasa in CE  r*ies unax c*used by the alloeation of eosts to tlre Access Divisiou that had been

previously allccated to otherlN$ divisions would raise eo*eems atrout cross-su{rsidizatiorr.l?

24- Auotber are* of eoncerx as to the efhcaey of trNS"s le*se cost calculatinns arises ss a

result oftlrc dramatic increase iu trNS's invesknent in Cabte & Wire F*eiliries ftegifiIdng in

2010). The following table {Table E) depicts the Total Company irvesknent tevels for Cable &

W'ire Sacilities repcrted ir INS's TariffFiti*gs &orn 20M to 2S1?'33

?004

20s6

2S8

2010

2812

Cable & Wire Investrnent (Total Co.)

s?1,331,?01

$21,731,264

$23,377,974

s?6,818,101

s43,102.372

32 As cau be seen funmlN$'s TaritrFiliags, the 2013 increase in INS's CEArutt was at lsast

partiatrly the resrrlt of a $4 ndllir:n increase in tease costs. Morc specifically, the Access

bivision's proiected revenue requirerent w*rt &on $24,202.934 (iE 201?) to $30,539,365 (in

Z0I3), most of which appears to be ttre result of a $;t-l million increase iu Cable & Wire

Facilities costs, i.e., the lease Easts that INS's Access Divisioc pays to trlr{S's Netrvork Bivisicr.
See Ex*. 19 and 20, INS's 201? and 2013 Terilf Filings' Secti ions. Sc&edule

S'8- Line4:see alsa ttE[CIN HIGxr'y

33 The scurce afthe Total Compaay investureut in Cable & Wim Facilities is $ection 5, Parl64
Separations* Seliedr*e $*2, Line 4 (Cabl* & S/ire Faeilities) of {NS'* 2004 to 20I7 Tariff
Siliugs. SaeExs, t5*32 & 46.
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2014

2016

2St?
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$57"095"004

$59"292,936

s74,966,654

$68,t94,259

25- As c*rt be seeu fnrm Table E, INS'* inveshneat in Cable & Wire Facilities rvas

ret*tively constart &om ?S4 to 2*10 trut then alnmst *iples between 2010 and 2016- In its

TariffFilings, INS explained that this i$ve*tme*t was being made ta 'tpgrade its fiber rCIuter

arld electronits."34 TSat eqplanation, especially the pt*nnedsxpenditsre of ,.an additional $22.i

millicn ' . . for 2013" (saa Ex. ?0, IltS 3013 ?arifffilin& at 3) is exkemely difficulr to jw{iff
given that dernand for legitinate CEA service has steadily declined ITBEGIN IIIGIILy
co3{ImEF€TI"{.Lll ttEND HIGHTY CONFIDgtt{'flALII,,s &€ Access

Divisio*r's overall interstate throughliut lms declised rigaificantly since 2011,36 and in ?011" &e

3] 
see.............. ex- l8' IIrIS 2S10 TarjffCllarge Filing, at 2 f'INS har plars to upgrade i1* fiberr*uter and

electuoaie$ to bring new€r tecluologies and iacreased c*pacity " Apfirumnxely $20 million
has beex expeNded since ?s06 and *n addirional $a.5 miiliqnis plann*A for 2010."j; Ex 19, IIITS
3012 TariffFiting at 2 f'INS ha"t plans to upgrade its fiberroutJs a*d eiecto*ics - - . .
Approximately $9'6 arillion has been e4pmded since 2009 and ar addition*l $tr 1.3 million is
plaaned for 2012.'); Ex- 2s, IIs$ 2013 TariffFiling ai 3 {*INS has pl*ns tc upgrade i$ fit;
routes and electn:li*t ' . : . Apprcximately $30.3 milliou has bees exserde*Jrnce 2010 and a:r
sdditicxal $22-5 millisrr ir plmned ior ZOi:-').

56 Se* ittfra Table II, slicwirg tbat INS's ac*ual d:rouglrputpeaked io ?ffll atsbCIut 3.g bilior:
mhlutes and {Ierea.t}er has steadity deeli*ed Iu the 2d} i, dr exalqpfq the througbput *u* oUo*t
2.8 billion minutes - a decliue of approximately a billioa rniuutes is a hryr y"* p*rioa.

I9

int, Sectiox LB; ses alsc INHIGIILYCOH
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Comuissios found that sccess s?ialxl*fion was a o\m*steful artrihage" practice a*d tcok steps to

'reutrtsil* it. See Cafincctd$terka Orderm 648-49, 662*63-17

?6" Tbet INS has over allaeated its aetwo*r eosts to thE Access Divisicfl alsa draws

suppcrt when o*e considers tle tease cost per minute of nse f'rnou') alloeated to INS's Access

Division. The follorving tnble {Table F} sets forth datsrelating ta this rnetric.

Test Feriod

?lll04 to #30/05

Tlll*6 to 61301$7

71110S to 61301$9

Tllll* to 6130/lI

7llll2 to 6l3Sltr3

7/1/13 to 6/30/14

711/L* to 6130/15

71rlt6 to {130117

Proiected Le*se,Cost3 s

$5,4?I,S2s

$6,89I,9S3

$11"351"tr8?

$1d4?8-572

s8356,?65

$11"669,499

$14,8t?,?82

$11,604339

Proieeted Dema&dle Ixase cos#mo*

876-231,538 minutes $0.0062

1,296,905,198mintrter $0,0053

2,346,089,248 mintrtes $0-0048

3,481,819,561minutes $S.00,{2

3,339,631,164minutes $0"0025

?,925,535,070 minutes $0.0040

2.01$,3??,322 miuutes 50.00?3

2,5S8,443,160mirutes $$.0046

38 Th* sourc* of "Pmjeeted tense C*sf is Section 3, Sebedtrle A-8. Line 5, fu] AT&T's Tariff
Fiiings f*r ?0S4" 3S06, 20S8, 2010, 2012, ?013, ?S14, and 2016. ,tee Ex*. 15*22.

3e The sorrce of,tlre "'ProjeefedDeru*nd" is INS's TariffFi.lings for 2004, ?006, 30$8, 2*10,
2013,2013, 20t4., ancl2016-.9ee Exr" 15--23.
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27 . Ascan be seen from Table F, the lease cost per mou allocated to the Access Division

steadily declined until about 2013 and then almost doubled n2ll4. Some of that increase was

undoubtedly athibutable to a decline in projected throughput. However, to the extent that INS's

allocation of costs between its various operating divisions was based on projected demand for

service, it is difficult to understand why the Access Division's projected lease costs also

increased during this period. One explanation is that INS has over-allocated its network costs to

the Access Division - a conclusion that also draws support from the fact that during this same

period, the Access Division's Network Costs as a percentage of its revenue requirement less

uncollectibles was also rapidly increasing. See supra Table C.ao

INS's Allocation of Costs Between Interstate and Intrastate Traffic.

28. Another area of concern relates to the allocation of the Access Division's

projected revenue requirement between interstate and intrastate long distance traffrc. In initially

approving INS's application to provide CEA service in Iowa, the Commission specifically noted

INS's assumption that "the majority of the network's costs w[ould] be recovered from

intraLATA toll calls" and cautioned that if that assumption changed materially, the Commission

would need to review INS's proposal. See INS Orderl32.

29. As can be seen from the following table (Table G), for periods prior to 2008 that

assumption held true - the majority of the Access Division's revenue requirement was allocated

a0 Because INS has not provided any detail as to the basis for the calculation of the lease costs

allocated to the Access Division, it is not possible to determine on the current record exactly how

much of INS's recent fiber investment has been charged to the Access Division.

2l
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to intrastate CEA service.al In 2008, however, that situation changed dramatically. Since then,

the vast bulk of the Access Division's revenue requirement has been assigned to interstate CEA

service. Indeed, rn20l6, almost 94%o of the Access Division's revenue requirement was

allocated to interstate traffic.

Year

2004

2006

2008

2010

2012

2013

2014

20l6

Access Division

$21,35.5,748

$28,074,946

s31,645,497

$34,642,883

$24,202,934

$30,539,366

$31,822,108

$35,611,388

Interstate

$9,065,913

$11,092,328

$19,270,037

928,671,480

$20,839,116

$26,254,447

926,211,200

$33,428,538

Intrastate

$12,269,835

$16,982,618

$12,375,565

$5,971,403

$3,363,618

$4,284,919

$5,610,908

$2,182,850

Percentage
Interstate
425%

39.s%

60.9%

82.8%

86.1%

86.0%

82.4%

93.9%

30. One possible explanation for this dramatic shift is that in 2008 INS adjusted the

PIU factor used in its tariff filings to "more accurately classif[y] the jurisdiction of . ' . call

aggregatortraffic." SeeEx.17, INS 2008 Tariff Filing, at !-2. As INS explained, this change

resulted in the PIU factor for calls associated with call aggregation increasing from 48 percent to

78 percent. Id. at3-4. In other words, an additional 30 percent of the call aggregation traffic

was assigned to the interstate jurisdiction.

31. In making this change, INS did not bring to the Commission's affention that a key

assumption underlying the Commission's initial approval of CEA service in Iowa had changed,

al The Access Division's Revenue Requirement data are sourced from Section 4, Schedule S-1,

Linelg,ofINS's2OO4,2006,2008,2Ol0,2Ol2,2013,2014,and2}l6TariffFilings. SeeExs.

15-22.
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nor did it point out that this change had had an enormous impact on cost allocation between the

interstate and intrastate jurisdictions. As depicted in the table above, the "majority of [INS's]

network's costs" are no longer being recovered from intrastate CEA service. See INS Orderl

32. Instead, most of the costs are now recovered from interstate traffic.

32. Further, there seems to be a disconnect between the 78 percent PIU factor that

INS adopted in 2008 and the percentage of costs INS has allocated to interstate CEA service

since 2008. As shown in Table G, the percentage of costs allocated to the interstate jurisdiction

started out well below the 78 percept PfU factor in 2008 (60.9 percent) but now exceeds that

factor by a wide margin (93.9 percent in 2016). Obviously, to the extent that these allocations

were not properly made, INS's CEA rates could be distorted. Moreover, the potential problems

are exacerbated by the fact that INS does not appear to have adjusted its intrastate rates since the

early 1990s. See Habiak Decl. fl 38.

33. Finally, to the extent that INS has understated the interstate PIU factor for access

stimulation traffic, its interstate CEA rates could be inflated. In its 2008 Tariff Filing, for

example, INS indicated that for its 2009 test period, it was projecting "1.6 billion terminating

conference call minutes generated by call aggregators," of which 78 percent were rated as

interstate. SeeEx.lT,INS 2008 Tariff Filing, at34. If, in fact, a significantly larger

percentage of those calls were interstate (say 98 percent), INS's interstate CEA rate for that test

period would necessarily be lower, assuming all other assumptions remained the same.
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